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AMERICAN INSTITUTE OF ACCOUNTANTS 


Annual Meeting 


The committee on meetings of the American 
Institute of Accountants, consisting of Archie 
M. Smith, chairman, Henry Jumonville and 
George A. Treadwell, reports that with the co- 
operation of various committees of the Society 
of Louisiana Certified Public Accountants it has 
virtually completed the program of entertain- 
ment for the annual meeting to be held at New 
Orleans, October 16-19, 1933. The program 
of business was published in the August 
Bulletin. 

Reception and registration of visitors will 
take place on Sunday and Monday, October 
15th and 16th. On Tuesday, October 17th, 
the day of the first general session, a luncheon 
will be arranged at the famous restaurant La 
Louisiane in the Vieux Carre. In the evening 
there will be dinner and dancing at the Club 
Forest, perhaps the most popular night club in 
New Orleans. The annual banquet will take 
place on Wednesday evening, October 18th, at 
the Roosevelt hotel. The annual golf tourna- 
ment has been arranged for the afternoon of 
Thursday, October 19th, following the close of 
the business sessions. 


Sightseeing trips will be arranged on Mon- 
day, October 16th, for those who are not 
familiar with New Orleans, and _ special 
arrangements have been made for the enter- 
tainment of ladies by a special committee of 
the Louisiana Society of which Mrs. George 
Treadwell is chairman. Thomas A. Williams 
is chairman of the arrangements committee of 
the Society of Louisiana Certified Public 
Accountants. 


CORRECTIONS IN BUSINESS PROGRAM 


The program of business published in the 
August Bulletin has been altered in several 
particulars. In addition to the Hon. T. Semmes 
Walmsley, mayor of New Orleans, and Thomas 
A. Williams, chairman of the arrangements 
committee of the Louisiana Society, Louis A. 
Pilie, recently elected president of the Society 
of Louisiana Certified Public Accountants, will 
deliver an address of welcome at the first busi- 
ness session on October 17th. 

A. A. Berle, Jr., who will deliver the prin- 
cipal address at the business session Wednes- 


day, October 18th, has announced that his sub- 
ject will be ‘‘Public interest in accountancy.” 

The principal address at the annual banquet 
on October 19th will be delivered by Dr. John 
M. McBryde, dean of the graduate school, 
Tulane University. 


DISCUSSION LEADERS 


Various members of the Institute have been 
invited to lead discussion of the several ad- 
dresses to be delivered at the business sessions. 
Emile Bienvenu, of the Louisiana state board 
of accountancy, has been asked to lead the dis- 
cussion of an address on ‘Problems of inter- 
state practice’ by Will-A. Clader, chairman of 
the Institute’s committee on state legislation, 
at a meeting of representatives of state account- 
ancy boards in the evening of Monday, October 
16th. 

Arrangements are being made for discussion 
of the position of accountants under the federal 
securities act of 1933, following an address 
by Spencer Gordon, Washington, D. C., of 
counsel for the Institute. 

Walter Mucklow, Jacksonville, vice-president 
of the Institute, has been invited to lead dis- 
cussion of an address on municipal and govern- 
mental accounting by Lloyd Morey of the 
University of Illinois. 

Norman L. McLaren, San Francisco, will 
comment on an address entitled “Accountants 
and the recovery act” by C. O. Wellington, 
New York. 

Walter A. Staub, New York, has been in- 
vited to lead discussion of an address on 
“Public interest in accountancy” by A. A. 
Berle, Jr., attorney, teacher and advisor to the 
government. 

Discussion of a paper on “Current assets and 
liabilities,” by Anson Herrick, San Francisco, 
will be led by Charles F. Rittenhouse, Boston. 

Charles B. Couchman, past president of the 
Institute, has been invited to lead discussion 
of a paper on “Shortcomings of present forms 
of balance-sheet and profit-and-loss statement” 
by W. A. Paton, of the University of Michigan. 


TRANSPORTATION 


A special rail-water circle tour is being ar- 
ran for members who will travel to New 


Orleans from eastern cities. A group willl 
leave New York on the “Crescent Limited,” on 
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the evening of October 13th, and will arrive 
at New Orleans on Sunday morning, October 
15th. The train may be joined at Philadelphia 
or Washington. The special party will make 
the return trip by a United Fruit Company boat 
leaving New Orleans Saturday, October 21st, 
stopping at Havana from October 23rd to 26th, 
and arriving at New York on Sunday, Oct. 29. 
Special all-expense fare for the complete 
round trip (excluding pullman accommoda- 
tions and meals on train) will be $161.16 and 
up. Members who prefer to make the trip 
both ways by water may leave New York on 
October Sth, reaching New Orleans Monday, 
October 16th, with a six-day stopover at 
Havana. Detailed information is available 
upon request. 

A cruise is also being arranged for members 
from the west and middle west, leaving New 
Orleans on the same boat occupied by the party 
bound for New York, and returning direct to 
New Orleans after a short stop at Havana. 


GOLF 


The regular golf match between teams repre- 
senting state societies and chapters of the Insti- 
tute for possession of the Missouri golf trophy 
will be played on Thursday afternoon, 
October 19th. Invitations have been mailed to 
the secretaries of state societies and chapters, 
with the request that the entries of teams be 
mailed before October 1st. The tournament 
is conducted on the basis of medal play, and 
the team with the lowest aggregate gross score 
will be declared the winner and will hold the 
cup for the ensuing year. The trophy is now 
in ession of the Missouri Society of Certi- 
fied Public Accountants, which recovered it 
from the New York State Society at the tourna- 
ment at Kansas City in October, 1932. 

At the same time the annual individual tour- 
nament will be played, and scores of members 
of teams competing in the Missouri trophy 
match may be submitted also in the individual 
handicap tournament. Suitable prizes will be 
awarded. 

The entrance fee for each player, which will 
cover the cost of luncheon, greens fee and cad- 
die fee, is $5. 

R. J. LeGardeur, 803 Baronne building, 
New Orleans, is chairman of the golf commit- 
tee and entries should be mailed to him prior 
to October 1st. 


Nominations 
Following is the text of the report of the 
committee on nominations presenting its recom- 


mendations for the election of officers and 
council members for the fiscal year 1933-34: 


To The American Institute of Accountants: 
Gentlemen: 

Your Committee on Nominations submits the fol- 
lowing list of nominees for your consideration and 
respectfully recommends their election at the annual 
meeting to be held in October, 1933: 


PRESIDENT: 
JouN F. Forses, California 


VICE-PRESIDENTS: 
P. W. R. Glover, New York 
ELMER L. HATTER, Maryland 


TREASURER: 
ALLAN Davis, New York 


COUNCIL FOR FIVE YEARS: 
GEORGE ARMISTEAD, Houston 
_ Lewis ASHMAN, Illinois 

ROBERT L. BRIGHT, Knoxville 
Wit-A. CLADER, Pennsylvania 
EusTACE LE MASTER, Washington 
Puitip N. MILLER, New York 
HERBERT M. TEMPLE, Minnesota 


COUNCIL FOR TWO YEARS: 
(To fill vacancy) 
CARL PENNER, Wisconsin 


COUNCIL FOR ONE YEAR: 
(To fill vacancy) 
ARCHIE M. SMITH, Louisiana 


AUDITORS: 
CHARLES H. Towns, New York 
THEODORE KROHN, New Jersey 


Each of the above nominees has expressed his will- 
ingness to serve if elected. 
Respectfully submitted, 
W. SANDERS Davies, Chairman 
JAMES J. HASTINGS 
J. P. Gopparp 
H. W. HENNEGIN 
W. P. HILTON 
ALFRED P. Warp 
T. DWicHT WILLIAMS 
June 9, 1933 
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Frederick G. Colley 


Frederick G. Colley, a charter member of the 
American Institute of Accountants, died at 
Wimbledon, England, on September 2nd. Mr. 
Colley was a resident of Yonkers, New York, 
and at the time of his death was a partner 
of Arthur Young & Co., New York. He was 
a certified public accountant of Arkansas, Cali- 
fornia, Michigan, Minnesota, Missouri, New 
York, Texas and Wisconsin. 


Francis C. Derby 


Francis C. Derby died at his home in Burl- 
ington on August 12th. Mr. Derby was ad- 
mitted to the American Institute of Account- 
ants in 1929, and was a certified public ac- 
countant of New Hampshire and Vermont. At 
the time of his death he was vice-chairman of 
the Vermont state board of accountancy and 
was in practice on his own account in Burling- 
ton. 


Henry N. Holdsworth 


News of the death of Henry N. Holdsworth 
in December, 1932, has just been received. Mr. 
Holdsworth was a charter member of the Insti- 
tute. He was a certified public accountant of 
Iowa, and had been in practice on his own 
account at Iowa City. 


George R. Lamb 


George R. Lamb, a charter member of the 
American Institute of Accountants, died at his 
home in Cincinnati on August 19th. He was 
68 years of age. Mr. Lamb held the first cer- 
tified public accountant certificate issued by the 
state of Ohio. At the time of his death he was 
a partner of Lamb & Byers. 


James P. Rooney 


James P. Rooney, an associate of the Ameri- 
can Institute of Accountants since 1926, died 
on August 15th. He was a certified public 
accountant of Connecticut. 


Examinations 
The fall examinations of the American Insti- 
tute of Accountants will take place November 
16 and 17, 1933. Persons who wish to sit 
for the examinations on those days should file 
their applications not later than October 1st. 


Change in By-Laws Suggested 


The following excerpt from the report of 
the committee on by-laws suggests an amend- 
ment which would permit reinstatement of 
members dropped for non-payment of dues 
who shall apply within six months after termi- 
nation of membership and pay a penalty fine 
of $10: 


“At the suggestion of the executive committee your 
committee on by-laws submits herein a recommenda- 
tion for amendment of Article V, Section 3, to pro- 
vide specifically a procedure with respect to reinstate- 
ment to membership or associateship of persons who 
(a) have resigned or (b) have ceased to be mem- 
bers or associates for non-payment of dues and other 
obligations to the Institute. 

“The section in question will, after the suggested 
amendment, read as follows: 


Article V 

“Section 3 (a). A member or an associate who 
shall resign while in good standing may be rein- 
stated by a three-fourths vote of the members of 
council present and voting at any regular or special 
meeting of council, provided the person applying 
shall submit with his application for reinstatement 
the amount of dues and assessments, subscriptions, 
etc., not in any case to exceed $25, which would 
have been payable by him if he had continued in 
membership from the time of resignation to the date 
of application for reinstatement. 

“(b) The executive committee, in its discretion, 
may reinstate a member or an associate whose mem- 
bership shall have been forfeited for non-payment 
of dues or other sums due by him to the Institute, 
provided that application shall be made within six 
months from the date of termination of membership, 
and provided that the person applying shall submit 
with his application for reinstatement the amount of 
dues and assessments, subscriptions, etc., which would 
have been payable by him if he had not forfeited 
his membership, plus a fine of $10. 

“(c) No person shall be considered to have re- 
signed while in good standing if at the time of his 
resignation he was in debt to the Institute for dues 
or other obligation. A member submitting his resig- 
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nation after the beginning of the fiscal year, but 
before expiration of the time limit for payment of 
dues or other obligation, may attain good standing by 
paying dues prorated according to the portion of the 
fiscal year which has elapsed, provided obligations 
other than dues shall have been paid in full. 

“Your committee approves these changes in the 
by-laws and recommends that they be adopted.” 


Under the existing by-laws a member 
dropped for non-payment of dues may not be 
reinstated and can be re-admitted to the Insti- 
tute only by submitting a new application to 
the board of examiners, accompanied by the 
regular initiation and examination fees. The 
proposed amendment will be submitted at the 
annual meeting of the Institute, October 17th. 


Vice-president to Speak Before 
Securities Commissioners 
Frederick B. Andrews, Chicago, vice-presi- 
dent of the American Institute of Accountants, 
has accepted an invitation to deliver an address 
at the annual meeting of the National Asso- 
ciation of Securities Commissioners at Milwau- 
kee, September 19th. Mr. Andrews will speak 
on ‘The public accountant and the investing 
public.” 
Cooperation with Bankers 


At a recent joint meeting, the St. Louis chap- 
ter of the Robert Morris Associates presented 
to the St. Louis chapter of the Missouri Society 
of Certified Public Accountants a number of 
questions based on cases which had been 
brought to the attention of the banker's com- 
mittee on codperation with public accountants, 
and in turn the accountants submitted certain 
questions to the bankers’ group. The ques- 
rions and the answers to them have been made 
available for publication, and are reprinted as 
follows for the information of members and 
associates of the American Institute of 
Accountants: 


Questions submitted by bankers and replies thereto 
presented by accountants. 
Question No. I: 

A sizable corporation with its head office in Chi- 
cago, and whose paper was sold on the open market, 
had its books audited by a firm of accountants of 
national reputation and was furnished a balance- 
sheet showing the condition of this business as at 


December 31st. The corporation had a strong cash 
position and there was $100,000 of notes payable 
maturing January 2nd. These notes payable were 
not disclosed in the balance-sheet, and a similar 
amount had been deducted from the cash account. 
Was the accountant justified in eliminating this 
liability even though funds were on deposit at the 
bank or broker's office where the paper was payable? 


Answer: 

The auditor is charged with the responsibility of 
showing all facts respecting the financial condition 
existing as at the date of the balance-sheet, and as 
the liability had not been discharged at December 
31st, it would appear from the question submitted 
that the item of $100,000 of notes payable should 
have been shown. The item might be shown in one 
of three ways, e. g.: 

(1) Inclusion under current liabilities. 

(2) Inclusion under current liabilities after sub- 
total of all other current liabilities. 

(3) As a footnote on the balance-sheet. 

If the money had been deposited with the banker 
or broker a notation should have been made at the 
foot of the balance-sheet to that effect, as apparently 
the company was contingently liable until the notes 
had actually been paid. In this connection, how- 
ever, ordinarily the accountant would have an oppor- 
tunity of seeing that the payments had actually been 
made to the note holders before the completion of 
the audit. 


Question No. 2 (a): 

Is there any justification for an auditor placing 
cash value of life insurance under current assets in 
a balance-sheet when such insurance is deposited 
with the trustee under the bond indenture provi- 
sions? 


Answer: 

There appears to be no justification for including 
cash value of life insurance in current assets under 
the conditions stated in the question. Nor should 
it be so treated in the ordinary cases where it is car- 
ried without assignment and the beneficiary business 
is a going concern. 

I am of the opinion that cash value of life insur- 
ance should be placed under current assets in a bal- 
ance-sheet only when a liquidation has been ordered 
or is in process and cancellation and surrender of 
the policy have been authorized. 

While the asset may be current from the viewpoint 
that the cash value of the policy may be immediately 
realized, this procedure is not customary or desirable 
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in view of the fact that the policy has been pur- 
chased for protection rather than as a liquid asset. 

In case a loan has been made from the insurance 
company on the policy, the cash value may be re- 
flected on the balance-sheet among investments with 
the amount of the loan shown as a deduction. 


Question No. 2 (b): 

In the treatment of life insurance whose cash- 
surrender value is shown on a balance-sheet, should 
not the accountant in the detailed report show what 
disposition is to be made of the proceeds in event of 
death of the insured, particularly when such pro- 
ceeds under specific provisions of the board of di- 
rectors are to be used to buy out the deceased stock- 
holder’s interest or used for some other specific pur- 
pose? 

Answer: 

Ordinarily, no specific purpose is indicated as to 
the use of the proceeds of life insurance other than 
that the money is to be paid to the beneficiary cor- 
poration, and disposition may not be determined by 
the directors until events and circumstances bring 
about a realization of the proceeds. 

When the item of cash surrender value of life in- 
surance is pledged, it should be so “earmarked” on 
the balance-sheet and the detailed report should con- 
tain some comment relative thereto. 

Similarly, as in the case stated in the question, 
where specific instructions of the board direct that 
the proceeds be used to purchase the deceased stock- 
holder’s interest, a notation should appear on the 
balance-sheet to the effect that “proceeds when 
realized appropriated by board of directors to the 
purchase of stockholder’s interest,” amplified in the 
report as conditions might warrant. 

The information is of interest to stockholders not 
in close touch with the affairs of the business, as 
well as to the company’s bankers. 


Question No. 3: 

Quite frequently, because the books so reflect, the 
equity or the investment in stock of a company own- 
ing the property in which their business is domiciled 
is set out by the accountant without reference to the 
book value of the real estate or plant, and the amount 
and maturity of the mortgage there against. Is the 
accountant justified in showing the equity rather than 
spreading the item broad or showing the stock in- 
vestment without information as to book value of 
Property and amount of mortgage? 

Answer: 

A corporation which owns the stock of another 

corporation, that owns an equity in property of which 


the business of the parent corporation is domiciled, 
is not essentially different from a corporation that 
owns all of the stock of any subsidiary corporation. 

The balance-sheet of the parent corporation is not 
complete without the balance-sheet of the subsidiary. 
Preferably a consolidated balance-sheet with the con- 
sequent eliminations should be submitted. Balance- 
sheet should show details of both companies. 

Where a consolidated balance-sheet is not prepared 
then a balance-sheet of the parent corporation should 
show that the stock of the subsidiary is a real estate 
holding corporation and the certificate or the report 
with the balance-sheet should set out the details of 
the subsidiary showing gross value of the real estate 
less depreciation and the mortgage thereagainst with 
the date of maturity. 

In the event that the parent corporation is con- 
tingently liable for the payment of the mortgage in 
case of default by the subsidiary then the aforesaid 
balance-sheet shtould show that contingent liability. 


Question No. 4: 

It is accepted accounting practice, which has the 
approval of the federal reserve board’s model of 
financial statement, to deduct discounted receivables 
on the face of the balance-sheet and show them be- 
neath the balance-sheet as a contingent liability. 
Admitting that this practice is general, it still seems 
that at times it leads to very serious abuses. This 
practice has at times led to these items being left 
entirely out of the statement in some cases, and this 
might easily happen when the auditor was not in- 
formed and did not uncover the fact that the re- 
ceivables had been rediscounted. Would it not be 
preferable to show the total bills receivable in assets 
in the balance-sheet, and on the liability side to indi- 
cate the rediscount liability ? 


Answer: 
Paragraph 19 of the federal reserve bulletin states: 
“19. When notes receivable are discounted the 
company usually has a contingent liability which 
should appear on the balance-sheet as a footnote 
under the heading ‘contingent liabilities.’ Lists 
of discounted notes not matured at the date of the 
examination should be obtained from the holders 
in order to verify the company’s records.” 

It would seem necessary for us to take into con- 
sideration just what the legal facts are in connection 
with the discounting of a note, that is, whether they 
are indorsed “with” or “without recourse.” Where 
the notes receivable are discounted “without re- 
course,” the matter of contingent liabilities does not 
come up; but where they are indorsed “with re- 
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course,” this fact should be stated when presenting 
the financial condition of a company as of any given 
date. 

It is assumed that the notes would be entitled 
to current asset classification and that in the presen- 
tation of the balance-sheet it contains a footnote 
“The X company is contingently liable for notes 
receivable discounted in the amount of $.......... ‘i 

The question presented by the Robert Morris 
Associates is “Would it not be preferable to show 
the total bills receivable in ‘assets’ in the balance- 
sheet, and on the liability side to indicate the dis- 
count liability.” 

No indication is given as to the place to be ac- 
corded these items on the balance-sheet. It will be 
of interest to trace just what the effect will be of 
carrying out this suggestion. If it is contemplated 
that a separate caption be set out on the balance- 
sheet on both the asset and liability side, this treat- 
ment would be satisfactory as both items would be 
for the same amount and it would not be reflected 
in any ratio computation. It would seem, however, 
that the information would be just as available if 
the extent of the contingent liability were disclosed 
in a footnote. 

The objection to setting up a separate caption is 
that the items would appear under headings of 
“assets” and “liabilities” without, however, meeting 
the test of the definition of either of these terms, 
since the notes, being out of the possession of the 
company, are no longer assets of the company and 
the liability at the date of the balance-sheet is only 
a contingent one. 

If the items are to be included with other notes 
receivable, it is evident that this treatment would 
necessitate that the item of “notes receivable” be 
classified as to (1) notes receivable on hand, (2) 
notes receivable discounted as per contra, and show 
among the current liabilities a contra amount of notes 
receivable discounted equal to the amount of item 
(2). 

This treatment would increase the amount of the 
current assets and the current liabilities by the 
amount of the notes receivable discounted, and will 
in many cases materially affect the ratio of current 
assets to current liabilities. 

Since the purpose of the balance-sheet is to reflect 
the financial condition as a going business as of a 
given date, it would appear that the balance-sheet 
would reflect such financial condition with respect to 
notes receivable discounted more accurately, by not 
distorting the relationship of current assets to cur- 
rent liabilities. If the auditor's investigation de- 


Bulletin of American Institute of Accountants 


termines that in the ordinary course of business these 
discounted notes were being paid at maturity and 
the discounting company was not called upon to 
meet the notes at the maturity date, it is believed that 
the financial condition is more clearly expressed 
when the notes receivable discounted contingent 
liability is disclosed as a footnote on the balance- 
sheet. 

It seems that the question has been submitted be- 
cause these items have been left entirely out of the 
statement in some cases and this condition is ap- 
parently blamed on the method of setting up the 
balance-sheet. 

It is frankly admitted that the substitute proposals 
submitted here would not prevent the item from being 
omitted from the statement if the same condition ex- 
isted as disclosed by the question, namely, ‘when 
the auditor was not informed and did not uncover 
the fact that the receivables had been rediscounted.” 
The auditor's failure to discover that notes receivable 
had been rediscounted was no doubt due to the 
manner in which the accounts of the company re- 
corded the transaction. If the proceeds received 
from the sale of notes receivable were credited to the 
notes receivable control account on the books of the 
company, the failure of the auditor to discover this 
would probably be duplicated even if the substitute 
proposals of treatment on the balance-sheet here dis- 
cussed would be adopted. The only way to remedy 
this would be to have the company credit the pro- 
ceeds received from discounting notes receivable to 
a “Notes receivable discounted account” representing 
the total contingent liability and charging this ac- 
count (with a corresponding credit to the “notes 
receivable account”) after the maturity date, for the 
amount of such notes receivable which matured, 
upon which the contingent liability has been erased. 
Under this method of accounting the auditor could 
not help but discover the amount of contingent 
liability, or that the firm was following the practice 
of discounting its notes receivable. 

It would, therefore, appear that the suggestion for | 
a change should be to the corporation to follow cor- 
rect accounting treatment of transactions involving 
the discounting of notes receivable and the auditor's 
difficulty will disappear. 

It is of interest to note that the American Accept- 
ance Council in a pamphlet entitled “Trade accept- 
ance bookkeeping and accounting procedure” outlines 
an accounting treatment for trade acceptances dis- 
counted in line with the procedure suggested above 
for notes receivable, so as to have the accounts of 
the company clearly reflect the contingent liability. 
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Questions submitted by accountants, and replies there- 
to presented by bankers. 


Question No. I: 

Do you think that there is any danger in the 
American Bankers Association or any other body lay- 
ing down a rule as to what are the minimum re- 
quirements of an audit? 


Answer: 

There would seem to be little difficulty in answer- 
ing this question, and the correct answer, I feel sure, 
is No. For one thing, the A. B. A. has more than 
a few other problems on its hands, to which it is 
giving primary attention at this time. Then again, 
the association is composed in the main of men of 
intelligence, who while they claim to know their own 
business, are equally quick to admit that the account- 
ants know theirs. 

In discussions between bankers and accountants, 
the bankers have at times been inclined to ask some 
very direct questions and have expressed perhaps 
overly-blunt opinions as to what the scope of an 
audit should be. In some cases, the bankers prob- 
ably went beyond bounds, but it is to be borne in 
mind that these questions and opinions have been 
voiced by bankers unofficially and as individuals, and 
have not necessarily constituted the sentiments of 
any society or organization of bankers. 

So far as our local bankers are concerned, it will 
be conceded, I believe, that while in meetings such 
as this, they have perhaps at times suggested that 
the auditors do the impossible or impractical, they 
have on the other hand, been very willing and quite 
able to see the light when the question was analyzed 
for them by the auditors. This attitude on the part 
of the local bankers is, I am sure, typical of that of 
bankers in general. The American Bankers Asso- 
ciation was not organized and does not exist for the 
purpose of heckling, embarrassing, or goading any 
individuals or organizations. It exists for the benefit 
of the bankers and the banking business, its chief 
aims being fellowship, education, constructive legis- 
lation, and the building up of a high ethical code. 
It recognizes the accountants, not as antagonists, but 
as fellow-craftsmen, whose aims parallel those of the 
bankers’ association itself, and realizes fully that in 
this modern, complicated, and technical day, the 
bankers would be hopelessly handicapped if unable 
to secure the comprehensive and detailed informa- 
tion embodied in an audit. Moreover, bankers appre- 
ciate this invaluable contribution of the auditors and, 
as a class, are certainly disposed to enthusiastically 
back up the accountants in their work, not neces- 


sarily because they (the bankers) are idealists, but 
because they are practical and hardheaded enough to 
recognize how essential, if not indispensable, to their 
business is the work of the accountant. 

In addition, if it be conceded that the bankers 
have some right to their claim not of having a 
monopoly on intelligence, but of possessing a reason- 
able amount of it, then it becomes easy to concede 
further that this same reasonable degree of horse- 
sense will prompt the bankers to rely upon the ac- 
knowledged intelligence of the accountants to con- 
tinue producing the type of audits which will cover 
the needs of the bankers. In other words, the bankers 
have such faith in the ability and high aims of the 
accountants that they see no need for attempting to 
dictate or make any requirements as to minimum 
audits, although they have always felt free to offer 
suggestions and recommendations born of experience. 


It is realized, too, that entirely apart from ethical 
considerations, the self-interest of the accountants and 
the knowledge that the bankers’ approval of their 
work is essential in no small degree to their future 
welfare, will play its part in impelling the account- 
ants to constantly amplify the scope of their work 
to meet the needs of the times and conditions, thus 
making requirements on the part of the bankers un- 
necessary. 

After all, the two classes of men—bankers and 
accountants—are interdependent in more than a 
nominal sense; both appreciate the value of co- 
operation; both are willing and glad to entertain, and 
if possible, adopt sound suggestions; and in that 
spirit they will undoubtedly continue to work along 
together harmoniously, as in the past. All of which 
constitutes a good many words to repeat that we 
do not believe the bankers have any intention of 
laying down any requirements. There may be some 
individuals who differ with these views, but I am 
speaking for the bankers as a class. 

So far as the other portion of the question, asking 
whether any other body might attempt to lay down 
tules, is concerned, you will please excuse me. In 
these days so many mysterious bodies are doing so 
many mysterious things that it would take a bold 
man to say what they may or may not do. How- 


ever, I can think of none who need be taken too 
seriously. 


Question No. 2: 

What attitude does the banker take to the writing 
down of capital-asset values except through the 
usual annual provision for depreciation, or for ob- 
solescence or abandonment? 


| 
| 
| 
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Answer: 


As a general practice, banks do not approve of 
the writing up of capital assets on reappraisals, but 
I have heard of no opposition to writing down of 
capital assets in addition to the usual provision for 
depreciation, or for obsolescence or abandonment. 

Before the present period of depression, many 
plants were expanded and enlarged far beyond their 
former capacity. The capacity was increased to a 
point that now renders them not adapted to small 
present day production. This has developed many 
undesirable features. There is the burden of carry- 
ing the asset from a financial standpoint and often 
the process of manufacture is spread out over a large 
area that does not make for economy. This fact is 
especially true of manufacturing plants but also 
applied to businesses of purely merchandising char- 
acter. 

However, our question seems to deal more with 
the reflection of this trouble on the balance-sheet 
than with the internal phase of the matter. In other 
words, we are concerned here with the fact that 
values as shown in most balance-sheets are higher 
than present-day values. It is difficult to say that the 
time is opportune for writing down of capital assets. 
To meet this situation, the advantages and disad- 
vantages must be carefully weighed. Someone has 
suggested that the writing down of capital assets 
through surplus account at this time would lessen 
the depreciation and carrying charge, and would per- 
mit of a better showing with curtailed production. 
However, we must bear in mind that the time may 
come when it will be desirable to have a large de- 
preciation charge available to reduce the net income 
on which tax must be paid. 

Commercial bankers look largely to the current 
position of a company to establish the goodness of 
its loans. There was a time when we could go 
down the balance-sheet and feel that the company’s 
fixed assets of a substantial nature, free of encum- 
brance, could in periods of prosperity be financed 
through mortgages and bond issues to improve the 
company’s current position. Just now, there is no 
ready sale for plants and few can be financed to 
advantage. It often becomes burdensome and ex- 
pensive to the creditors to take over and carry the 
fixed asset for a debt. 

Until the practice is uniform and general, I can 
see no advantage to writing down capital assets 
simply for the purpose of reducing them to low 
values on the balance-sheet, unless it paves the way 
for decreased insurance, real estate taxes, and 
burden that will offset the disadvantages. 
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Question No. 3 (a & b): 

In making a loan to customers, to what extent 
does the bank take into consideration the following 
items: (a) ratio of current assets to current 
liabilities; (b) ratio of current liabilities to capital 
structure, including surplus? 


Answer: 

From the way the question is worded there is 
evidently a desire to determine just how serious is 
the old 2 for 1 joke. It must be realized, of course, 
that in granting credit there are items of greater 
importance to the banker than the figures on a state- 
ment; the moral risk involved being the first con- 
sideration. But after getting down to the figures, 
the question (a) ratio of C. A. & C. L. becomes 
only one of 8 or 9 ratios which paint an easily read 
picture of the applicant’s condition. The ratio of 
current assets to current liabilities is, in the opinion 
of the writer, not as important as it has been made 
to appear in the past. Its principal function was 
supposed to be the proving of a more or less easy 
position. Its value is chiefly in disclosing a condi- 
tion of over-investment in inventory; in which case 
better than 2 for 1 is sometimes a boomerang. 

(b) Ratio of current liabilities to capital structure 
is useful in determining the sufficiency of the 
capitalization and therefore helpful in deciding 
whether or not the requested credit is in the nature 
of a capital loan. It is difficult to answer the ques- 
tion as to what extent either or both of these ratios 
are considered. To my mind, they are of value only 
in relation to the type of business under review: 
their relation to and consideration along with other 
ratios drawn from the same statement and in com- 
parison with the same ratios over a consecutive 
period of at least three or four years. 


Question No. 3: (c & d): 

In making a loan to customers, to what extent 
does the bank take into consideration the following 
terms: (c) book value of capital assets; (d) divi- 
dend policy of the company. In considering a divi- 
dend policy, say, as at November 30, 1932, the fol- 
lowing case is submitted: 

Balance-sheet of mercantile company as at Novem- 
ber 30, 1932: 


Current assets ...... $6,000,000 
Current liabilities ........ 3,000,000 
Capital stock ........... 2,000,000 


The average annual earnings for a five-year period 
ending November 30, 1932, amount to $250,000 a 
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year. The earnings are not declining. What divi- 
dend policy would you consider to be sound? 


Answer: 

(c) The intent of the first part of this question 
is not perfectly clear. Does the gentleman asking 
the question wish to know (1) to what extent the 
bank goes towards determining the book value of 
capital assets when making a loan to customers or 
(2) what weight has the book value of capital as- 
sets to the bank when making a loan to a customer. 

1) By capital assets we understand that reference 
is had to the fixed investment consisting of real estate, 
machinery and similar assets. If it is an unaudited 
statement, we are interested in determining to our 
satisfaction that these book valuations honestly reflect 
present conditions. If an audited statement, we like 
to feel that the accountant has gone back over trans- 
actions affecting the capital assets for a period of 
years to obtain, if possible, an analysis of existing 
book valuations. It is a question of how far book 
valuations may be accepted as a basis of actual 
values, but it is assumed that the audit will reflect 
the book value as a going business, and that cost 
less proper depreciation is the result desired. 

(2) Inasmuch as a banker, in making a loan, is 
vitally concerned in the ability of the company to 
liquidate the loan out of its current operations, 
primary consideration is given to the current working 
position; however, the banker realizes that capital 
assets or its plant investment plays an important part 
in the daily routine of any business, and for this 
reason, in considering the current working position 
of any concern, he is naturally interested in knowing 
whether the capital assets are being maintained in 
efficient condition, and whether proper reserves, 
charges and additions are being taken care of, and 
for which proper allowances are being made in the 
current operations to maintain this efficient position. 
Therefore, to this extent, it is of interest to the 
banker to know that the book value of capital assets 
reflects a true condition. 

It is not considered that the banker in making a 
loan should, through necessity at that time, be com- 
pelled to value the capital assets from a forced- 
liquidation viewpoint, because under such circum- 
stances the loan should not and would not be made. 
It would be difficult for the banker or the accountant 
to attempt to write into the statement the liquidating 
value of capital assets because the condition under 
which such a circumstance might arise would have a 
great deal to do towards influencing the value which 
might be placed by any purchaser at the time forced 
liquidation would have to be made. It would seem 
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sensible and sufficient, therefore, from the bankers’ 
and the accountants’ standpoint, that we know that 
these items represent, as nearly as possible, true book 
value from the standpoint of a going concern. 


Where a company is operating on a profitable 
basis, it is really not necessary for the bank to give 
particular consideration to the capital assets when 
making a current loan. On the other hand, if a com- 
pany is not operating on a profitable basis, and the 
plant and equipment are not readily adaptable to 
some other line of industry, then it would have no 
material value in the event of liquidation; however, 
where there is a mortgage loan against capital assets, 
it is of material importance to the banker, whether 
the concern is operating profitably or otherwise, be- 
cause of the existence of such an obligation might 
reflect seriously against the standing of other creditors. 

(d) Now, as to the second division of this ques- 
tion relative to dividend policy of the company. In 
the example submitted, showing what might be 
termed a proper working position, with a surplus 
account equal to the capital investment, and a con- 
servative earning record over a period of years, with 
no indication that earnings are declining: presuming 
that these earnings are after taxes, depreciation, and 
proper reserves, it would be in order for a company 
in this position, which shows a net earning of 
1214%, to pay out the major portion in dividends, 
say at a rate of 8 or 10%; however, should the posi- 
tion be reversed to where the capital stock ts 
$2,000,000, and the surplus $250,000, then a greater 
proportion of net earnings should go into surplus 
account. The idea of dividend payment is that divi- 
dends should be confined to an amount which will 
not rob the company of a proper surplus reserve 
which will act as a cushion for the working position 
of the company, and a protection of its assets in 
times of business adversity. Under present-day con- 
ditions, we have glaring examples of the organiza- 
tion which has paid out the major portion of its 
net earnings in dividends, where they wish today 
that a larger proportion had been retained in surplus 
reserve to meet the unexpected losses which have 
latterly been common to most businesses. 


Question No. 4: 

What is the significance to the bank credit men 
respecting the inclusion or exclusion of the word 
“certificate” or the term “hereby certify” in an audit 


_ report or financial statement? 


Answer: 


The phraseology employed by the accountant is of 
no particular moment to the bank credit men, pro- 


| 
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vided the former clearly and unequivocally outlines 
in his certificate his opinion of the “job” under con- 
sideration in its entirety; hence the word “certificate,” 
and the term “hereby certify,” which apparently were 
much in vogue in bygone days and which, incident- 


ally, at this time are not at all an eyesore to so-called 
old-fashioned bankers, could be included or excluded 
as the accountant elects without marring the effect 
of an otherwise satisfactory performance, in our 
opinion. 


NEWS OF LOCAL SOCIETIES 


California 
The California State Society of Certified 
Public Accountants has issued the first number 
of a monthly bulletin entitled ‘The California 
Certified Public Accountant.” The bulletin 
contains information regarding the activities of 
the California state society and its various chap- 
ters, and news of current events in the account- 
ancy profession. 
Louisiana 
At the annual meeting of the Society of 
Louisiana Certified Public Accountants on 
August 10th at the New Orleans Athletic club 
the following officers were elected: Louis H. 
Pilie, president; George E. Conroy, vice-presi- 
dent; George A. Treadwell, secretary; August 
Wegmann, treasurer. T. A. Williams, E. J. 
Deverges and Archie M. Smith were elected to 
the board of directors. 


Montana 


The Montana Society of Certified Public 
Accountants held its annual meeting at Helena 
on July 28th, president F. S. Jacobsen 
presiding. It was resolved that the title of 
the society be changed to the ‘Montana 
Society of Public Accountants,” and that mem- 
bership in the society be broadened to include 
accountants engaged exclusively in the practice 
of public accountancy. It was also resolved 
that the annual membership dues be $10, pay- 
able in advance for the calendar year. 

The following officers were elected: F. S. 
Jacobsen, president, Ernest E. Murray, vice- 
president; George F. DuVall,  secretary- 
treasurer. 


Tennessee 


The annual meeting of the Tennessee 
Society of Certified Public Accountants was 
held at the Noel hotel, Nashville, on August 
25th, Harry M. Jay of Memphis, presiding. 

O. C. Ault, professor of economics at Pea- 
body college, the meeting on “The 
commodity dollar.” Following the morning 
session the delegates visited various points of 
interest. 

At the morning session on August 26th 
W. R. Pouder, secretary of the Tennessee Tax- 
payers’ Association spoke on “Governmental 
finance and accounting.” W. Murray Hogan 
acted as toastmaster at the banquet on Satur- 
day evening, at which the principal speaker was 
Dr. George Stoves. 


MEMPHIS CHAPTER 


At the annual meeting of the Memphis 
chapter of the Tennessee society which took 
place on July 18th, the following directors were 
elected for the ensuing year: George A. Bone, 
M. O. Carter, C. W. Eader, H. M. Jay, W. H. 
Jackson, W. H. Price and J. L. Miller. 

At a recent meeting of the newly elected 
board of directors the following were elected 
officers of the chapter: M. O. Carter, chairman; 
George A. Bone, vice-chairman; W. H. Price, 
secretary; C. W. Eader, treasurer. 

The meeting devoted considerable discussion 
to the national industrial recovery act. 

It was announced that the chapter has under 
consideration the establishment of a library for 
the use of members. 


Announcement has been made of the admis- 
sion of Ira S. Harris to partnership in the firm 
of Darrah, Harris & Levilloux, Athletic club 
building, Dallas, Texas. 


John Balch, Philadelphia, delivered an ad- 
dress entitled “The part that cost accounting 
will play under the N. I. R. A.” over station 
W. F. I. on August 24th. 


Scovell, Wellington & Co. announce that 
Theodore F. Woodward and Harold S. 
Treworgy have been admitted as partners in 
the firm. 


W. P. Peter, Dallas, read a paper on “New 
taxes under the national recovery act’’ at a meet- 
ing of the audit section of Texas Bankers Asso- 
ciation at Houston on August 18th. 


